The present study examines the Capital Asset Pricing Model (CAPM) 
Introduction
The financial analysts have always been ardent in the field of finance to facilitate the better comprehension of determining how the valuation of risky cash flows is done by the financier. A common behavior of the investors towards the riskier investments is to undertake higher expected returns. The matter of determining the accurate valuation process in such risky conditions is yet to be worked out in the literature of finance. Furthermore, finding out the demand of risk premium is still ambiguous.
It has been noticed in the financial markets around the world in most of the cases that returns of equity markets are astonishing. Thus the concentration on establishing an effective portfolio has been prioritized in the investors' behavior so that the systematic risk can be evaluated over the securities.
Some of the investors who were unfamiliar to the technicalities of the field made use of rule of thumb to estimate the returns on their riskier investments. Harry Markowitz, while working on his doctorate thesis in the 1950s formed an astounding mechanism determining which stock should be included in the portfolio on the basis of having highest returns against a certain risk. This emerging concept was widely accepted by the academics and researchers around the globe.
The finance literature then followed with the idea of dividend and capital structure irrelevancy in the mid 1950s by Modigliani and Miller. One of the most significant enlargements under the subject of Modern Capital Theory is the Capital Asset Pricing Model (CAPM). The same subject has been explained by Sharpe (1964) , Lintner (1965) , and Mossin (1966) . The CAP Model follows the idea that higher intensity of risk would lead to higher projected returns. To simple lines, this model suggests that the forecasted return on an asset above the risk free rate is connected to the systematic or nondiversifiable risky directly as calculated by the β. Though the CAP Model has been remained a prime model in empirical studies over the last four decades, many researches have put doubt on its ability to explain the behavior of actual returns.
It has been a noticeable topic with the history of CAP Model to test the validity of it in various stock markets around the globe. The two reasons are considered to be the major factor of testing the applications of this model. First reason is the acceptance or rejection of the theoretical background of this model through hypothesis testing. The second reason is explained on the function of this model to design and compose the investment portfolios. The study thus would help to uncover the ways of using the literature as a mean to organize the data deprived of making an attempt to reject the theory.
The Capital Asset Pricing Model has been remained a core debatable subject in the literature of finance from last four decades in different applications. Many practitioners and researchers around the globe have made serious criticism on its applications. On the other hand many of them relied extensively on this model to foresee the required returns and achieved favorable outcomes with respect to the actual returns. So we believe that there is need to investigate the validity of CAP Model around the globe. Various studies have been taken in this regard in markets like USA, UK, Nigeria, Egypt, Malaysia, Greek, and India etc. Furthermore, in Pakistan's setting several studies have been accompanied in this subject on different sectors under Karachi Stock Exchange. Before finalizing this terrestrial scope of this research topic, a critical question arises as if the CAP Model is valid if we examine it on numerous developing markets which are very dissimilar to the developed markets.
Literature Review
It is a widely accepted concept that the investors demand a higher expected return for the investments done in more risky securities or projects. Various models are used by the analysts or the investors to forecast the risk of fundamental securities. Capital Asset Pricing Model is used at most runs by all of these. He also concludes by suggesting that the model may still be beneficial for those concerned in the long run period (Jagannathan & Wang, 1993). The CAP Model is similar to any other model in defining itself on the grounds of certain assumptions. Beta is the measure of systematic risk and is positively correlated with the return. ( Van Horne, 2006) . The portfolio diversification helps the systematic risk to be avoided in underlying security. Though, such diversification can't be guarded against systematic risk. The greater the systematic risk, greater will be the forecasted return of the investor (Lau & Quay, 1974) .
A parallel study in the context of Pakistan economy is carried out by M. Hanif and Uzair Bhatti, (2010), which negates the applicability and validity of Capital Asset Pricing Model on Karachi Stock Exchange. The study suggests the imminent area of testing the model with collective structure of stock returns, by adding the dividends to its capital gains. In addition, there is noticed a similarity in the results of this study to Hui The CAPM is experienced by various analysts around the globe while finding out the expected return of the stock. One of the same was practiced by Lau & Quay, (1974) on Tokyo stock exchange and observed that the model study predicts the returns accurately. The investors in this market were rewarded for bearing systematic risk. Likewise the study conducted by Bjorn & Hordahl, (1998) observed the inter-link between the expected return and the time changing risk on Swedish stock exchange. The outcomes deducted from this model were also compared with that of traditional model i.e. GARCH. Also the results were different from the global evident perspective of CAPM, accompanying that traditional CAPM is rejected in those cases where the models depend on more general measure of risk.
In their noteworthy study, Eatzaz Ahmed and Attiya Y. Javed, (2008) test whether macroeconomic variables along with market returns exemplify the risks that are rewarded or remunerated in the stock market. The findings recommend that the conditional Capital Asset Pricing Model (CAPM) with Generalized Autoregressive Conditional Heteroscedasticity (GARCH) model explore the minimal betterment in the conditional model to describe and clarify the risk return association when applied at the Pakistan Stock Market during a specified time frame. The stocks are selected on the basis of 90% contribution to the overall turnover of the KSE in the year 2000, covering the period of 1993-04. The idea to apply macroeconomic variables as alternate to the prevailing risk factors is insightful as there noticed is a solo direction in the behavior of stock returns and macroeconomic variables like inflation rate, interest rate and variation in manufacturing etc. The rational valuation formula verifies the relationship between macroeconomic variables and the stocks returns, by placing the spot price as a rationale of whole forecasted dividends and forecasting of discount rates.
To measure the results of this tailored model of typical Fama and MacBeth, (1973) the two step estimation method is applied. The first step is time series regression of the market return and the additional returns of each stock on the economic factors. For estimation purpose, the Generalized Method of Moments technique is used and the lag independent variables are applied as tools or instruments. The slope coefficients as a result of this step provide the estimates of sensitivity of stocks to the macroeconomic change factors, called systematic risk. This estimated systematic risk is used as explanatory variable in cross-section regression against the excess returns of the stock as a dependent variable.
The findings drawn by this study explore that the conditional CAP Model operates comparatively sound in elucidating the connection between risk and return in the Pakistan perspective during specific time frame. There is also involved a finding that a small number of stocks possess significant reimbursement for the risk. Moreover, the model is then extended to absorb the impact of variation in the macroeconomic risk factors and their remuneration. The pragmatic findings demonstrate conformation in the favor of the conditional multifactor CAP Model. The macroeconomic variables consist of factors like consumption growth, inflation rate, call money rate and term structure; are noted as to operate comparatively well in elucidating disparity in stocks returns. Thus, the other factors like return on market, exchange rate risk, risk of oil price variation, have some degree of influence on the valuation of stocks.
Another research is undertaken on testing the validity of CAPM by Huang (2000) . The methodology was implemented on the two various groups; a high risk group and the low risk group. He observed that the low risk group is more consistent with CAPM than the high risk group. Furthermore, the results of CAPM are not valid; the return forecasted by the model does not infer the actual returns and thus could not be trusted. There are some judgments which back the statement that the return was not only grounded on single risk factor (Scheicher, 2000) . The research conducted by him contains the sample size of twelve organizations covering the time period of twenty three years. This study finds out that the GARCH or other multi risk factor models outdone the CAPM in their results.
The research conducted by the Fraser & Hamelink, (2004) stated that the results of CAPM has been remained accurate and precise in the early researches but with the passage of time some other accurate tools outdid the CAPM e.g. APT (Arbitrage Pricing Model). The study was undertaken in the LSE (London Stock Exchange) and the results were matched with the conditional GARCH model. The risk and return calculated by the CAPM didn't match the actual condition but that was correctly predicted by GARCH model. A similar study was undertaken in Australian Stock Exchange. It was resulted by the same findings. They submitted that the findings of these models i.e. GARCH model and APT model are same to each other but different to the CAPM. Thus a decision considered on the basis of CAPM model might be misrepresentative (Groenewold & Fraser, 1997) .
Another approach recommends that the CAP Model put emphasis on single equation The study proposes that the standard CAP Model test does not accept the second null hypothesis on market risk premium, thus, resulting a variation between the slope of security market line and the slope of security market line specified by the CAP Model. Therefore, the CAP Model does not find a place to be statistically significant in the investment decision for structuring a portfolio.
As regards the findings about Bombay Stock Exchange, Mazen Diwani, (2010) the empirical evidences do not support the applicability of the Capital Asset Pricing Model. The study also focuses on to observe whether the residual risk is affecting the forecasted returns of the stocks. The residual variance of the stocks is added for the test, which then proposes that this variance puts no impact on the forecasted return. The CAP Model is also accepted when operated with ex ante rather than ex post parameters. The ex-ante parameters can be achieved experimentally but not on empirical grounds. The findings of this study suggest that the model achieves a strong favor when applied in Behavioral Economic Framework other than being simply approved.
The study conducted by Sromon Das, (2007) test the validity of Capital Asset Pricing model in the form of standard risk & return model in the Indian equity market. The study focuses on to investigate the stability of systematic risk of all the stocks applied under two econometric tests in the specified time frame considered. It is declared also that no absolute econometric technique is available yet to affirm or disaffirm the applicability of Capital Asset Pricing Model in the stable beta factor.
A similar noteworthy study is piloted by Kapil Choudhary and Sakshi Choudhary, (2010) which examines the validity of Capital Asset Pricing Model in the context of Indian equity market. It is claimed in the empirical findings of the study that the model doesn't hold in its applications. The results of this analysis show that the fundamental theoretical framework of the model i.e. association of higher risk with the higher returns, is not found in-line. Yet, the model provides support for the linear relationship of excess returns to the beta. The findings of the analysis reject the null hypothesis and do not support the model, whereas, there is found an acceptance of the hypothesis stating a linear relationship between the expected return and beta. Moreover, the paper also observes ability of CAP Model to explain all the vital determinants of the expected returns, having a residual change in the risk factor. The test concludes that this risk creates no impact on the expected returns of the portfolio designed.
Research Methodology
The To begin with, data required in the model for all the fifteen stocks in the cement sector is taken on monthly basis. And, the market index of Karachi Stock Exchange is considered on monthly basis for the period January 2004-December 2009. Both the returns i.e. return on individual stocks and return on market index used in the standard equation of Capital Asset Pricing Model are calculated monthly at first step. Thereafter, beta factor is calculated in the second step by using the formula. For which covariance between the return on individual stocks and return on market index is measured initially on monthly data. And, this covariance is divided by the variance of market index as required in the beta formula. Using the same method we calculated the beta (β) as systematic risk factor for all the fifteen individual stocks for the period January 2004-December 2009.
To find out the expected return in the third step, average market return is considered on annual basis. Also, the risk free rate (R f ) used in the model equation is referred from the government's t-bills rate per annum in the weighted average form. Thus, the expected return is measured by applying the model equation (i). The fourth step carries finding out the actual returns for each of the stock annually. Using the equation (ii) the opening and closing prices of the stocks are applied in the formula. The opening price is referred to the initial month i.e. January, while, closing price is considered as the last month i.e. December in each case.
Lastly for the purpose of comparing the expected and actual return, the difference of the expected return from the actual return is calculated. This difference then determines the capability of the model in elucidating whether it forecasts the individual stocks returns accurately or not. On the basis of similarity or difference between the actual and expected return, the findings of each year are displayed in the tables and graphs to comprehend in a better way. 
Findings and Interpretations

A. Trivial Different Results:
The results of all the cement companies for six years are compiled which illustrates that the expected return as per Capital Asset Pricing Model in certain years is different but not in great fraction to the actual return. There is a trivial distinction in both the returns. This finding for the 09 cement companies is demonstrated in the Table-1, whereas the complete results of all the selected companies are included in appendix. 
Conclusion and Suggestions
The objective of study was to investigate the applicability of standard Capital Asset Pricing Model (CAPM) in cement sector of Pakistan listed on Karachi Stock Exchange (KSE). The findings of this study demonstrate that the model is not valid in its applications in all the listed cement companies to elucidate the accurate expected returns. The study recommends that the Capital Asset Pricing Model is not a reliable tool to forecast the returns accurately in the Pakistan's Cement Industry. The empirical evidences with respect to the Pakistan's perspective more often concluded in the same recommendation.
We suggest deploying more refined instruments in order to forecast the returns approximately closer to the actual reruns of the stocks. Also, the multifactor CAP Model is held incapable in this perspective when applied in most of the equity markets around the globe.
